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KEY ECONOMIC INDICATORS 


(millions of U.S. dollars unless otherwise indicated) 


GDP at Market Prices 
GDP at Constant Prices** 
Private consumption 
Public consumption 

Gross fixed capital formation 
Changes in stocks 
Population at mid-year 
Per capita GDP 

Per capita GDP 
Inflation rate 

Total money and quasi-money 
Net domestic credit 

-- Private 

-- Public 

Interest rates 

-- Treasury bills 

-- Savings deposits 

-- Loans and advances 


(nominal) 


(millions) 
(nominal) 


(M2) 


(%) 


Exports (f.0.b.) 

-- To U.S. 

Imports (c.i.f.) 

-- From U.S. 

Imports (f.0.b.) 

Trade balance 

Net services and transfers 

Net investment income 

Current account balance 

Net capital account 

-- Private long-term 

-- Gov’t. long-term 

-- Gov’t. short-term 

Overall balance 

Gross foreign exchange reserves 
-- Months of imports 

Debt service ratio: % of exports 


1987 


7,952.7 
4,424.0 
4,916.2 
4,872.2 
1,559.7 
410.0 
21.8 
364.8 
235.6 
6.8 
2,404.0 
2,944.3 
1,556.9 
1,387.5 


13.0 
11.0 


1988 
1,014 


19388 


8,577.5 
4,312.9 
5,194.1 
4807.7 
1,676.0 
517.3 
28.7 
377.9 
221.3 
10.7 
2,405.4 
2,909.0 
1,725.6 
1,183.5 


15.0 


Percent 
Change* 


Projection*** 


1, 


136 
64 


* Percentage changes were calculated in original shilling values 


prior to conversion to dollars. 
** 1982 as a base year. 


*#k* Embassy and Central Bank of Kenya projections. 


Sources: 


Kenya’s Economic Survey 1988, World Bank documents and Embassy 


estimates. 
Exchange Rates 
Kenya Shilling to U.S. Dollar 


1987 


16.5 


1988 


17.8 


1989 


19.0 





SUMMARY * 


Kenya’s economic performance is among the best in Sub-Saharan 
Africa. In 1988, the economy’s real gross domestic product (GDP) 
grew 5.2 percent, up from 4.8 percent in 1987. The improvement is 
attributable primarily to good weather, which contributed to a 
bumper harvest, to higher coffee and tea prices, and to strong 
tourism earnings. Additionally, donor support increased with 
nearly $1 billion in foreign assistance transferred to Kenya during 
the year. Kenya’s rapid population growth has the effect of muting 
the per capita impact of the otherwise impressive growth statistics. 


The Government of Kenya’s new five-year development plan (1989-93) 
targets an annual 5.4 percent real growth in GDP. Achievement of 
this goal largely depends on the government’s commitment to 
strengthening the private sector, stability of coffee and tea 
prices, increased donor financing, and higher earnings from tourism 
and nontraditional exports. To combat population pressure, the 
Kenyan Government, with assistance from donors, is taking measures 
to increase productivity, raise employment, and develop arid and 
semiarid lands. The government has initiated economic reform 
measures to encourage private sector industrial growth. These 
measures include expenditure rationalization, import licensing, 
price decontrol, export promotion, and capital market development. 


CURRENT ECONOMIC TRENDS 


Kenya’s 1988 real GDP growth rate was 5.2 percent, up from 4.8 
percent in 1987, due to improved private sector performance in 
agriculture, manufacturing, and commerce. During this period, 
agriculture recorded 4.2 percent growth, manufacturing 5.5 percent, 
and commerce 7.0 percent. Total wage employment grew by 3.7 
percent, creating 86,400 new jobs in 1988; however, there were 
450,000 new entrants into the labor market. 


After falling to 5.7 percent in 1986, inflation rose to 10.7 
percent in 1988, much lower than 1983’s 22 percent, the historical 
high. The Government of Kenya is committed to curbing inflation by 
controlling the money supply and government expenditures. The FY 
1988/89 budget deficit is about 4.6 percent of GDP and is projected 
to decline in subsequent years. Money supply (M2) grew by 8 
percent in 1988, compared with 11 percent in 1987 and 33 percent in 
1986. In 1987 and 1988 the government followed a more cautious 


debt management policy and reduced borrowing from local commercial 
banks. 


Kenya’s debt burden is onerous, but not unmanageable. External 
debt reached $5.4 billion in June 1989, well within the country’s 
ability to service its obligations. Commercial debt is only 15 


* This report was prepared August 1989. 





percent of overall debt. As a percentage of exports of goods and 
services, Kenya’s 1988 debt service ratio was 32 percent, down from 
1987’s 36 percent. This reflects to some extent debt forgiveness 
by West Germany and Canada. 


Kenya’s weak balance-of-payments position improved in 1988 due to 
higher than 1987 world coffee and tea prices, and increased 
horticulture and tourism earnings. If budget targets are exceeded, 
increased domestic financing of the deficit could fuel inflation, 
crowd out possible private sector investments, and increase interest 
payments. International Monetary Fund (IMF) and World Bank loans 
are to some extent conditional upon deficit reduction, a further 
incentive for the Kenyan Government to hold the line. On the other 
hand, increased foreign assistance should improve Kenya’s foreign 
exchange position and lower the deficit. 


The June 1989 budget speech announced elimination of coffee and tea 
export duties. Consumption taxes were raised and a 17 percent value 
added tax (VAT) is to be introduced January 1, 1990. The VAT will 
replace all sales taxes and cover business services, not just manu- 
factured goods. A zero rate will be applied to exported goods. 
These moves are seen as steps to raise government revenues while at 
the same time providing export incentives. 


ECONOMIC STABILIZATION AND STRUCTURAL ADJUSTMENT 


The Government of Kenya embarked on a Budget Rationalization 
Program in 1985 followed in late 1987 by a major stabilization and 
structural adjustment program. The overall objectives of these 
programs are to: maintain high economic growth, make more cost- 
effective government investments, reduce budget and balance-of- 
payments deficits, control inflation, restrain public debt, and 
provide liquidity to private investors. The program was supported 
by World Bank sectoral adjustment lending with cofinancing from 
other donors and includes a phased introduction of agricultural, 
industrial, financial, and parastatal structural reforms. 
Performance under the 1988 Budget Rationalization Program was on 
the whole encouraging. Growth, expenditure, and government 
financial targets were met. In FY 1988 the real exchange rate 
depreciated by almost 12 percent in an orderly, managed decline. 
Government expenditure, as a percentage of GDP, has steadily 
increased to more than 30 percent, but introduction of user fees 
for education and health services may lead to a modest decline in 
government expenditures. 


In the agricultural sector, production incentives were maintained 
through annual producer price reviews. The Kenyan Government began 
organizational and financial restructuring of the National Cereals 
and Produce Board, the Kenya Meat Commission, and the Kenya 





Co-operative Creameries in order to assist financially-distressed 
agricultural marketing parastatals in the grain, meat, milk, cotton, 
and sugar subsectors. The government prepared a fertilizer 
marketing and pricing policy paper aimed at a more liberal 
fertilizer distribution system. The Kenyan Government is studying 
the sugar industry after two of seven Kenyan sugar mills closed down 
their operations. The government also created a new Ministry, the 
Ministry of Reclamation and Development of Arid, SemiArid and 
Wasteland, acknowledging that more land needs to be brought under 
cultivation to feed the burgeoning population. 


The Government of Kenya adopted a World Bank-supported industrial 
sector adjustment program in 1988. Under the program, the Kenyan 
Government pledged to continue the flexible exchange rate system 
and introduce some import liberalization measures along with 
limited tax reforms designed to enhance industrial efficiency and 
promote exports. The Government of Kenya recently acquired land in 
Mombasa and Nairobi to establish two export processing zones. 


In the financial sector, the Kenyan Government increased the 
maximum bank lending rate from 15 percent in 1988 to 18 percent 
in 1989 while it also increased the minimum savings rate from 10 
percent to 12 percent for the same period. It reactivated the 
Central Bank’s rediscount facility and continued auction of 
treasury bonds. In mid-1989, the government published a new 
banking bill which will give the Central Bank wider supervisory 
powers over financial institutions in the country. A Capital 
Markets Development Authority was also proposed with the aim of 
developing modern capital markets. 


THE DOMESTIC SETTING 


Kenya’s population growth rate, just below 4 percent, is the highest 
in the world, representing a serious long-term economic and social 
problem. About 90 percent of the population live on 20 percent of 
the land area with densities of about 480 persons per square mile. 
Over one half of Kenya’s population of 23.5 million is under the 
age of 15. The problem of feeding, sheltering, educating, and 
employing an anticipated 35-37 million people by the year 2000 is 
Kenya’s greatest development challenge, a fact readily acknowledged 
by the government. Data recently released showed substantial 
increases in contraceptive use and a significant decline in 
fertility. Family planning strategies are beginning to find 
broader acceptance in most areas of the country. Nonetheless, 

the population growth rate is expected to decline gradually. 


High unemployment and underemployment, rapid population growth, and 
insufficient job creation remain potential time bombs for Kenya. 
In 1988 job creation lagged behind Kenya’s rapidly expanding work 





force, which grew by over 7 percent to 8.56 million in 1988. The 
government estimates that the work force will exceed 14 million by 
the year 2000. Over 600,000 Kenyans will enter the work force in 
1989, and Kenya needs to create over 1,600 jobs per day--just to 
keep up. In 1988 the government estimated that 46,500 wage jobs 
(127 jobs per day) were created in the modern sector, an increase 
from the 42,800 wage jobs (117 jobs per day) created in 1987. 


One way that the government hopes to meet this challenge is to 
encourage the growth of small-scale enterprises--sometimes called 
jua kali (open to the air in the sun) businesses. In 1988-89 the 
government began to explore methods to stimulate job creation in 
the informal sector and set as a goal the creation of two million 
new jobs by 1993 in this sector. This is currently the fastest 
growing employment sector in Kenya, with the number of jobs in the 
small-scale enterprise sector increasing an average of 10.8 percent 
in the last three years. From 1986 to 1988, 91,700 jobs were 
created in the informal sector. 


The economy remains rurally based; over 70 percent of Kenya’s 
population derives its livelihood from agriculture, but less than 
20 percent of Kenya’s land is arable. Thus increased yields are 
required to keep up with demand. The staple crops, maize and 
beans, are currently in surplus. Another drought, however, would 
bring shortfalls as occurred in 1984. Efforts are being made to 
extend cultivation to marginal areas. The record to date has not 
been encouraging. Fragmented landholdings, an increasing rate of 


environmental degradation, a high cost of imported agricultural 
inputs, and burdensome governmental involvement all act to 
constrain output. Kenya has few mineral resources. Only soda ash, 
fluorspar, gemstones, and limestone are exploited commercially. 

Oil exploration efforts under way for three decades have not found 
commercial deposits. 


TOURISM 


Central Bank figures (which do not differentiate between tourists 
and other foreign visitors) show tourism as the number one 1988 
foreign exchange earner, with earnings of $390 million from about 
700,000 visitors. Americans comprised 78,000 of these tourists. 
West Germany and Italy are the largest sources of tourists. The 
Government of Kenya’s flexible exchange rate policy, resulting in a 
46 percent depreciation of the Kenyan shilling against a basket of 
major currencies from 1983 to 1987, contributed to a record annual 
24 percent growth (in shilling terms) in tourism earnings during 
these years. In U.S. dollar terms, earnings increased 19 percent 
per year in the same period. As hotel construction has accelerated, 
national occupancy rates have declined to about 53 percent, an 
unimpressive figure barely above the break-even point. The 





Government of Kenya has maintained a restrictive air charter policy, 
favoring Kenya Airways over other airlines, and disregarding the 
benefits a more flexible policy might bring. Recently, however, the 
Kenyan Government has approved increased numbers of charters, 
apparently unofficially relaxing the charters policy. Other 
problems affecting tourism are the increasing incidents of elephant 
and rhino poaching and the insufficient funds for patrols and 
infrastructure in the country’s 20 parks and game reserves. 


INTERNAL CONSTRAINTS 


Kenya is one of the most open economies in the continent with an 
active private sector accounting for over 70 percent of GDP and 
contributing approximately 60 percent of gross investment, one 
third from foreign sources. Kenya is dependent on foreign 
assistance to cover about 28 percent of the Kenyan Government 
budget deficit. In the last 10 years, following the collapse of 
the East African Community, the industrial growth rate has been 
modest. Poor performance in subsidized public sector enterprises 
has restricted the government’s ability to mobilize greater 
resources for the private sector. Despite Government of Kenya 
attempts to reduce its lending to the domestic economy, public 
sector borrowing comprises 40 percent of total domestic credit. 
Some 230 parastatal companies, many of which are unprofitable, 
cause a severe drain on the Treasury. Government efforts at 
divestiture of some of these companies are proceeding slowly. 


Although the government predicts that 1989 inflation will be 
approximately 10 percent, most observers expect that it will be 
more in the area of 16 percent due to recent price increases for 
basic foodstuffs. Industrial relations have deteriorated somewhat 
as workers seek higher wages to keep up with the rising costs of 
essentials and fewer consumer subsidies. Kenyan consumers pay more 
than the import international parity price for a variety of basic 
commodities such as sugar, corn meal, rice, and wheat. This is 
primarily due to government pricing policies and the costs of 
inefficient parastatal marketing and distribution boards. 


FINANCE 


Kenya’s financial sector comprises commercial banks, non-bank 
financial institutions (NBFIs), building societies (although only a 
small portion are active), insurance companies, development finance 
institutions, a large post office savings bank network, numerous 
private pension plans, and over 1,000 weakly structured cooperative 
savings and credit societies. The banking sector has a 69 percent 
share of total financial assets. It is dominated by four large 
banks, two government owned. Private locally owned institutions 
comprise 26 percent of total assets, and foreign owned 24 percent, 





with the remaining assets government owned. Since 1987, many small 
financial institutions have been consolidated. The Government of 
Kenya is now moving toward broadening market-based instruments in 
the allocation of financial resources. The government has also set 
out to improve the regulatory framework, strengthen supervisory 
capacity, and restructure individual institutions. The new banking 
bill would give the central bank greater authority to supervise and 
if need be to intervene directly in the affairs of financial 
institutions. Over 15 troubled non-bank financial institutions 
will have to raise sufficient funds to meet the tighter 
requirements of new Banking Act amendments. 


AGRICULTURE 


Agricultural production, the backbone of Kenya’s economy, 
contributes approximately 30 percent of total GDP, employs 75 
percent of the work force, and generates about 60 percent of 
foreign exchange earnings. Small-scale farmers account for more 
than three quarters of total agricultural production and over half 
of its marketed production. Farm production rebounded from the 
1984 drought to a 4.2 percent average growth during 1985-88. 
Kenya’s recent good performance may be attributed to the 
government’s policy of setting relatively high producer prices for 
selected commodities and improving input supply/extension 

services. Due to the shortage of arable land, the Government of 
Kenya’s strategy is to improve yields per hectare. Priority is 
placed on high value and employment intensive farm activities. The 
Kenyan Government is making sector institutional and policy reforms 
which should improve marketing/ distribution systems, produce 
storage, create an effective credit system, and strengthen the 
extension system. Reforms sometimes are implemented unevenly; new 
price guidelines on grain marketing, for example, have resulted in 
shortages of wheat flour, as millers’ profit margins are squeezed. 


AGRICULTURAL EXPORTS 


Agricultural exports continue to dominate Kenya’s foreign trade 
picture, accounting for over half of total exports. Earnings from 
coffee, tea, sisal, cashew and macadamia nuts, pyrethrum, and 
horticultural products are the mainstay of Kenya’s export efforts. 
Together, coffee and tea accounted for 48 percent of Kenya’s 1988 
export earnings. Kenyan coffee earnings rose from $244 million in 
1987 to $283 million in 1988. Kenya’s 1988 record coffee production 
of 129,000 metric tons and exports of 91,000 metric tons left large 
unsold stocks. The suspension of the economic provisions of the 
International Coffee Agreement should benefit Kenya, allowing it to 
liquidate these stocks and at least temporarily increase coffee 
export earnings. 





Last year, tea earned $184 million. The industry reported a record 
harvest of 164,000 metric tons, representing a 5.2 percent increase 
from 1987. Tea cultivation is still increasing, particularly among 
small holders and in new farms being developed along the forest 
zones. Tea prices firmed up when Pakistan, the second largest 


market after the United Kingdom, eliminated import restrictions on 
Kenyan tea. 


Horticulture product exports declined 22 percent by volume although 
only 10 percent in value terms in 1988. Exports of agricultural 
products will remain the key element in Kenya’s foreign exchange 
picture. 


INDUSTRY 


Although the formal industrial sector, both public and private, 
accounted for only 13.4 percent of 1988 GDP, Kenya is the most 
industrialized country in East Africa. The industrial sector 
employed 107,300 persons in 1988. Manufacturing activities include 
food processing, beverage production, tobacco, footwear, textiles, 
cement, metal products, paper, and chemicals. 


Industrial expansion since independence has been geared to import 
substitution and the East African market. Industry has been heavily 


protected, and the government has created many parastatals. In 
order to become more competitive in world export markets, the 
government has articulated plans to create a more favorable climate 
for foreign and domestic investment, which has stagnated in the 
past 10 years. 


In 1988 manufacturing output grew in Kenyan shillings by 6 percent. 
Last year the government embarked on a $110 million World Bank 
Industrial Sector Adjustment Program. It continued with import 
liberalization, tariff rationalization, and export promotion 
policies aimed at making industry more efficient and competitive. 


ENERGY 


Kenya depends largely on wood, petroleum products, and hydro- 
electricity for energy. Petroleum products account for over 80 
percent of the total commercial energy utilized in the country. 
Oil imports consume 40 percent of Kenya’s total export earnings. 
Oil is refined by the Kenyan Government-owned Kenya Petroleum 
Refineries (KPR). KPR, with a total output of 2.1 million metric 
tons, operates at about 70 percent of plant capacity. In an effort 
to conserve foreign exchange and increase energy independence, 
Kenya is rapidly expanding hydroelectric generation and supply to 
rural areas. Ongoing oil exploration efforts have not found com- 
mercially exploitable hydrocarbons. Six foreign oil exploration 
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companies are drilling wells in northern and eastern Kenya. The 
government regulates the importation and pricing of crude oil and 
petroleum products. 


IMPLICATIONS FOR THE AMERICAN BUSINESS COMMUNITY 


American-Kenyan economic relations are broad based. The U.S. 
Agency for International Development (USAID) has a large and active 
Kenyan program, totalling about $50 million a year. Major areas of 
cooperation and assistance include agriculture, health and family 
planning, and support of private sector programs and institutions. 


Over 120 American companies have subsidiaries, affiliates, or 
branch offices in Nairobi. Kenya’s capital serves as the 
commercial center for the East African region. Total American 
investment in Kenya has declined in the past decade, but is still 
the second largest in value, after the United Kingdon. 


American agricultural exports to Kenya increased 51.6 percent to 
$14.1 million in 1988 compared with $9.3 million in 1987, toa 
large degree reflecting additional shipments of wheat under PL-480 
programs. The U.S. share of agricultural imports was 11.2 percent, 
compared with 7.8 percent in 1987, and was largely confined to bulk 
wheat. U.S. value-added product exporters face an uphill battle, 
but with persistent marketing efforts there may be opportunities 
for increased exports. Through sustained market development 
programs, American exporters may possibly expand their share of 
Kenya’s imports of wheat, canned and processed food, rice, tallow, 
seeds, livestock semen and breeding materials, wine and liquor, 
soybean and soybean oil, non-fat dry milk, dried fruits, almonds, 
walnuts, pecans, and possibly cotton. Kenya offers an estimated 
$80 million market for the primary agricultural chemicals. 
Marketing options for American fertilizer exporters are limited to 
competing for USAID tenders and selling direct to the Kenya Grain 
Growers Cooperative. 


Major project opportunities exist in the following areas: 
geothermal energy development, the telecommunications sector, the 
lease/purchase of commercial aircraft, and new Kenyan export 
processing zone/textile equipment. Current plans call for the 
development of an additional 280 megawatt capacity for geothermal 
energy generation before the year 2005. In the telecommunications 
sector, the Kenya Posts and Telecommunications Corporation is 
likely to procure several new systems in the coming years. Kenya 
Airways is looking at the acquisition of planes for its regional 
routes. IMF borrowing constraints will probably require the lease 
rather than immediate purchase of new planes. Lastly, several 
local and international companies have indicated interest in 
establishing wearing apparel manufacturing operations if the export 
processing zones are established. 
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The limited availability of foreign exchange for commercial imports, 
the high cost of imports due to the declining exchange rate for the 
shilling, the relatively high transport costs from the United 
States, and competition from Kenya’s traditional European suppliers 
are major constraints in expanding sales of American products. 
American businesses have been frustrated by growing incidences of 
corruption. (President Moi recently condemned corrupt civil 
servants.) Furthermore, resident businessmen frequently complain 
that extensive bureaucratic red tape hinders their business 
dealings. While there are difficulties in penetrating the Kenyan 
market, some American firms have profited from Kenyan investments. 
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